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NOTE 
The American Institute of Certified Public Accountants has issued a 
series of industry-oriented audit guides that present recommendations on 
auditing procedures and auditors' reports and, in some instances, on ac-
counting principles, and a series of accounting guides that present recommenda-
tions on accounting principles. Based on experience in the application of these 
guides, AICPA committees, subcommittees, or task forces may from time to time 
conclude that it is desirable to change a guide. A statement of position is used to 
revise or clarify certain of the recommendations in the guide to which it relates. A 
statement of position represents the considered judgment of the responsible 
AICPA committee, subcommittee, or task force. 
To the extent that a statement of position is concerned with auditing proce-
dures and auditors' reports, its degree of authority is the same as that of the audit 
guide to which it relates. As to such matters, members should be aware that they 
may be called upon to justify departures from the recommendations of the com-
mittee, subcommittee, or task force. 
To the extent that a statement of position relates to standards of financial ac-
counting or reporting (accounting principles), the recommendations of the com-
mittee, subcommittee, or task force are subject to ultimate disposition by the Fi-
nancial Accounting Standards Board. The recommendations are made for the 
purpose of urging the FASB to promulgate standards that the committee, sub-
committee, or task force believes would be in the public interest. 
Reporting Practices 
Concerning Hospital-Related 
Organizations 
1. In recent years there has been an increasing trend toward the 
creation of separate organizations, frequently referred to as founda-
tions, to raise and hold certain funds for hospitals. 
2. Those organizations appear to have been created to broaden 
the philanthropic base of hospitals and to preserve discretionary 
funds to support desired programs. There is a growing fear that gov-
ernmental programs and controls will require the expenditure of 
such funds to subsidize nondiscretionary services. Organizers of 
separate fund-raising entities hope that exposure of the funds to 
such threats may be avoided, or at least lessened, by the use of sepa-
rate organizations. 
3. Some people believe that the financial statements of the sep-
arate organizations should not be combined with those of the related 
hospitals because combining them would result in a requirement to 
use contributed discretionary funds to defray a portion of the costs of 
care for patients who are covered by programs such as Medicare, 
Medicaid, and Blue Cross. Others share that concern but believe 
that it should be dealt with independently of accounting consider-
ations and that accounting and reporting should be determined 
without reference to those potential effects. 
4. There is also concern that, if the form of the combination 
reflects the unrestricted resources of the related organization as un-
restricted resources of the hospital, the difference in the availability 
of the related organization's resources because of its separate legal 
status would not be clearly disclosed. 
5. The AICPA's Hospital Audit Guide presently calls for com-
bined financial reporting for related organizations "if significant re-
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sources or operations of a hospital are handled by such organizations 
. . . [and they] are under control of (or common control with) hospi-
tals. . . . " However, the guide does not give sufficient guidance 
about what constitutes "control" or "hospital resources." As a conse-
quence, a variety of reporting practices are being followed, and the 
financial statements of some related organizations are combined 
with those of hospitals while the financial statements of other organi-
zations in similar circumstances are not. The related facts and cir-
cumstances sometimes are disclosed and sometimes are not. 
6. Because of the variety of current reporting practices, the sub-
committee on health care matters believes that the Hospital Audit 
Guide should be clarified in this area. 
Subcommittee's Conclusions 
7. The subcommittee on health care matters believes that the 
section of the Hospital Audit Guide, 3d ed. (1980), under "Other Re-
lated Organizations" (pages 11 and 12) should be superseded by the 
following paragraphs. 
8. Foundations, auxiliaries, guilds, and similar organizations 
frequently assist and, in many instances, are related to hospitals. Ac-
counting Research Bulletin no. 51, Consolidated Financial State-
ments, provides guidance on whether the financial statements of re-
lated organizations should be consolidated or combined. Page 3 of 
the Hospital Audit Guide indicates the applicability of Accounting 
Research Bulletins to hospitals. 
9. Not-for-profit hospitals may be related to one or more sepa-
rate not-for-profit organizations. For purposes of this statement of 
position, a separate organization is considered to be related to a hos-
pital1 if 
a. The hospital controls the separate organization through con-
tracts or other legal documents that provide the hospital with 
the authority to direct the separate organization's activities, 
management, and policies; or 
1This paragraph presents criteria for determining whether such an organization is a hospital-
related organization for the purposes of this statement of position. SAS No. 6, Related Party 
Transactions, discusses the auditor's responsibilities concerning related parties in general. 
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b. The hospital is for all practical purposes the sole beneficiary of 
the organization. The hospital should be considered the organi-
zation's sole beneficiary if any one of the three following circum-
stances exist: 
1. The organization has solicited funds in the name of the hos-
pital, and with the expressed or implied approval of the 
hospital, and substantially all the funds solicited by the or-
ganization were intended by the contributor, or were oth-
erwise required, to be transferred to the hospital or used at 
its discretion or direction. 
2. The hospital has transferred some of its resources to the or-
ganization, and substantially all of the organization's re-
sources are held for the benefit of the hospital. 
3. The hospital has assigned certain of its functions (such as 
the operation of a dormitory) to the organization, which is 
operating primarily for the benefit of the hospital. 
10. If the condition described in subparagraph 9a and at least 
one of the conditions described in subparagraph 9b are satisfied, and 
if the financial statements of the hospital and the related organiza-
tions are not consolidated or combined in accordance with para-
graph 8, then the hospital's financial statements should disclose in-
formation concerning the related organizations. The hospital should 
present summarized information about the assets, liabilities, results 
of operations, and changes in fund balances of the related organiza-
tions in the notes to the hospital's financial statements and should 
clearly describe the nature of the relationships between the hospital 
and the related organizations. (Appendix A illustrates this disclo-
sure.) When a related organization makes its assets available to the 
hospital, the hospital should account for them in accordance with 
the terms and conditions prescribed by the related organization. 
11. There may be instances in which the items presented in the 
financial statements of the related organization are not consolidated, 
combined, or disclosed in accordance with the requirements of par-
agraph 10 because they do not meet the conditions described in the 
preceding paragraphs. If a related organization holds material 
amounts of funds that have been designated for the benefit of the 
hospital, or if there have been material transactions between the 
hospital and the related organization, the hospital's financial state-
ments should disclose the existence and nature of the relationship 
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between the hospital and the related organization. Further, if there 
have been material transactions between the hospital and the re-
lated organization during the periods covered by the hospital's 
financial statements, the following should also be disclosed: 
a. A description of the transactions, summarized if appropriate, 
for the period reported on, including amounts, if any, and any 
other information deemed necessary to an understanding of the 
effects on the hospital's financial statements. 
b. The dollar volume of transactions and the effects of any change 
in the terms from the preceding period. 
c. Amounts due from or to the related organization, and, if not oth-
erwise apparent, the terms and manner of settlement. 
12. Appendix B illustrates the foregoing disclosures for a not-
for-profit hospital that, during the year, received substantial 
amounts of contributions from a not-for-profit community health 
fund-raising organization that is controlled by the hospital but that 
also raises funds for other health-related organizations in the com-
munity. Similar information would also be disclosed in situations in 
which the hospital does not control the separate organization but is 
its sole beneficiary, as described in subparagraph 9b, and there have 
been material transactions during the year between the hospital and 
the separate organization. 
Transition 
13. This statement of position should be applied in financial 
statements for fiscal years beginning on or after July 1, 1981, al-
though earlier application is encouraged. Accounting changes 
adopted to apply the recommendations of this statement of position 
should be made retroactively by restating the financial statements of 
prior periods. 
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APPENDIX A 
Note — Sample Hospital Foundation 
Note: Appendix A illustrates the disclosure by a not-for-profit hospital that 
is considered to be related to a separate not-for-profit organization because 
the hospital controls it and is deemed to be its sole beneficiary, as described 
in paragraph 9 of the SOP. 
Sample Hospital Foundation (the foundation) was established to raise 
funds to support the operation of Sample Hospital. The foundation's bylaws 
provide that all funds raised, except for funds required for operation of the 
foundation, be distributed to or be held for the benefit of the hospital. The 
foundation's bylaws also provide the hospital with the authority to direct its 
activities, management, and policies. The foundation's general funds, 
which represent the foundation's unrestricted resources, are distributed to 
the hospital in amounts and in periods determined by the foundation's 
board of trustees, who may also restrict the use of general funds for hospital 
plant replacement or expansion or other specific purposes. Plant replace-
ment and expansion funds, specific-purpose funds, and assets obtained 
from income from endowment funds of the foundation are distributed to 
the hospital as required to comply with the purposes specified by donors. A 
summary of the foundation's assets, liabilities and fund balances, results of 
operations, and changes in fund balances follows. 
19X1 19X0 
(in thousands) 
Assets $11,118 $10,265 
Liabilities (1) $ 1,046 $ 1,025 
Fund balances 
Unrestricted 3,525 3,230 
Restricted 6,547 6,010 
Total fund balances 10,072 9,240 
Total liabilities and fund balances $11,118 $10,265 
7 
19X1 19X0 
(in thousands) 
Support and revenue $ 4,867 $ 4,240 
Expenses 
Distributions to Sample Hospital(2) 4,154 3,112 
Other 228 320 
Total expenses 4,382 3,432 
Excess of support and 
485 808 revenue over expenses 
Other changes in fund balances 347 112 
Fund balance, beginning of year 9,240 8,320 
Fund balance, end of year $10,072 $ 9,240 
1. Includes $1 million payable at the end of each year to Sample Hospital. These amounts 
were paid after the end of each year. 
2. The distributions by the foundation to Sample Hospital are included in the hospital's finan-
cial statements as follows. 
19X1 19X0 
(in thousands) 
Unrestricted grants and contributions $1,404 $ 912 
Restricted grants for specific purposes 250 200 
Plant replacement and expansion 2,500 2,000 
$4,154 $3,112 
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APPENDIX B 
Note — Related-Party Transactions 
Note: Appendix B illustrates the disclosure by a not-for-profit hospital that 
is considered to be related to a separate not-for-profit organization because 
it controls the separate organization but is not its sole beneficiary, as de-
scribed in paragraph 9 of the SOP. There were also material transactions 
between the hospital and the related organization. 
Because of the existence of common trustees and other factors, ABC Hospi-
tal controls Community Health Foundation (the foundation). The founda-
tion is authorized by ABC Hospital to solicit contributions on its behalf. In 
its general appeal for contributions to support the community's providers of 
health care services, the foundation also solicits contributions for certain 
other health care institutions. In the absence of donor restrictions, the 
foundation has discretionary control over the amounts to be distributed to 
the providers of health care services, the timing of such distributions, and 
the purposes for which such funds are to be used. 
The contributions made by the foundation to the hospital during the year 
ended December 31, 19X1 and 19X0, are included in the hospital's finan-
cial statements as follows. 
19X1 19X0 
Unrestricted contributions $150,000 $150,000 
Restricted contributions for 
Specific purposes 
Plant replacement and expansion purposes 
Endowment purposes 
35,000 25,000 
25,000 50,000 
50,000 150,000 
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APPENDIX C 
Summary of Requirements of the Hospital 
Circumstances 
1. The hospital is related to a sep-
arate organization and meets 
the criteria stated in ARB no. 
51. 
2. The hospital does not meet the 
criteria stated in ARB no. 51 
but controls and is the sole 
beneficiary of the related orga-
nization's activities. 
3. N e i t h e r of the above is 
present, but the related orga-
nization holds significant 
amounts of funds designated 
for the hospital. 
4. There have been material 
transactions between the hos-
pital and the related organiza-
tion. (This could be present in 
any of the above circum-
stances.) 
Requirements 
Consolidate or combine in accord-
ance with ARB no. 51. 
In a note to the financial state-
ments, disclose summarized finan-
cial data of the related organiza-
tion, such as total assets, total liabil-
ities, changes in fund balances, 
total revenue, total expenses, and 
amount of distributions to the hos-
pital; and disclose the nature of the 
relationship between the hospital 
and the related organization. 
Disclose the existence and nature 
of the relationship. 
In the notes to the financial state-
ments, (a) disclose the existence 
and nature of the relationship and 
(b) describe and quantify the trans-
actions. 
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